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DIRFCT TFSTIMONY OI' DANIFL F. SLiLLIVAN

FOR

THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2010-4-G

IN RF.: ANNUAL REVIEW OF PURCHASFD GAS AD, IUSTMENT ("PGA")

6 AND GAS PURCHASING POLICIES OF PIEDMON1 NATl. !RAL GAS

COMPANY, INC.

9 Q, PLEASE STATE YOUR NAME, HLtSINESS ADDRF. .iS AND

10 OCCUPATION.

11 A.

17

My name is Daniel F. Sullivan. M~ business address is 1401 Main Street,

Suite 900, C'olumbia, South C.'arolina, 29201. I am employed by the Offtce of

Regulatory Staff ("ORS") as an auditor.

14 Q. PLEASE STATF. YOl..lR EDL'CATIONAI. BACKGROUND AND

15 EXPERIENCE.

17

18

71

I received a B.S. Degree in Business Administration ivith a major in

Accounting from the I!nixersity ol' South Carolina in December 1998. I rom

February 1999 to I'ebruary 200&, I vvas employed as an;tuditor vvith thc South

Carolina State Auditor's Office. In that capacity, I performed audits and revieivs of

cost reports flied bv institutional providers of Medicaid services for the South

C!arolina Department ol'Health and Human Services. The primary purpose of those

audits and reviews vvas to establish the applicable reimbursement rates to be paid to

Medicaid providcrs I'or services rendered to qualifted Medicaid patients. In
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l)iieet I nit)&not&S nl I):niiel I Snllie;in l)octet No. ant&)-0-(i nieilllliiiii Niltn&i&l (iiis ( (ntili iii i I lie

Inne?-I. ?010 IV)i'e (it !1

I cbru;Ir) 2()0S&. I bc an nly cn1ploynlcnt iilth Ol(S 'ind since then haic been

inv&)bred in c;lscs dc;tlin&gi ieith lhe regal;ltiort ot gias, electric, ii'ater 'tnd w'tstcivlttcr

coniplul lcs.

WIIAT IS TIIE PURPOSE OI' YOI!R TESTIMONY INYOLYIN(;

S& I'IEDMON'I' NATL!RAL ( AS (.OMI'ANY, IV&'. '?

C) 1 hc pal pose ol nli' tcstlnloni' I:I to set lot'th 1 It)dittos I csultlllg tn&nl ()I(S s

7 evltmination of picdiltont Natur;tl Cill.'I (.onlpillly, inc. s ( 'C.onlpan'i or

"I'icdtllot1t') d«t(. rrcd account &('2n.).0-I, ineenlori c llcul&ltions, ;tnd;lccount

¹101.01, l)clbrrcd Account I lcd&iin&i I'rogiram, tor the period April 200') throu&)h

10 Mllrch 2010.

I I Q. IV (.'ONNI. '(."I'ION VVI'I'H YOUI4 TESTIMOVY, DII) YOLI I'HEI'ARE OR

I2 CAUS I; 'I'0 HE I'REP A RE I) A VY EXHH)ITS?

1& A.

bt

Yes, the Audit .'it;ttt plop;trod Audit I-:vhibit l)l S-l, titled "Account "2S &.04

An;ilysis Sutnmary, "!audit I.vhibit I)I S-2, titled "Storagic lni'el)tory Acliiity, "
lind

Audil I&vhibil l)1 S- &, titled "Risk Managclncnt — Hedging I'rogram, "
in c&)nncction

1(& iiilh this testimony. These evhibits ii'crc prcprircil by mc or ulider my direction and

17 superi tstott.

I tt Q. UNI)ER &&VIIAT AIITHORITY l)OES THE ORS MONITOR 'I'HE

I &) A(."I'IYITY IV PIED!VIONT'S I)EEERREI) A(.'('OUNT ¹253.04?

20 A. In l)ocket No. tt.'&-12(&-(i and g()-217-(i, ()rdcl No. tits-294, lhc Public

Seri icc C otlullissioti of Soulh C.arolin;I ( '( &)mmission ) tound th;lt:
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June 3-E "-010 1'age 3 of 11

(1) A true-up for differences betvveen billed and filed rates is appropriate and

necessary to assure that Piedmont s customers pay no more than Piedmont s

acttlal cost ol gas.

(2) A true-up of demand charges for changes in sales volumes is appropriate

and necessary to assure that Piedmont s customers pay no more than

Piedmont's actual cost of gas.

10

(3) The Company is to maintain an account reflecting its gas costs each month.

the amount of gas costs recovered each month and amounts deferred from

month to month. The Company is also required to file vvith the

Commission. a report on a monthly basis shovving the status of this deferred

account.

Additionally vvith the issuance ol Order No. 2002-"-23 dated trfarch 26.

2002 in Docket Xo. 2001-410-Ct the Company is required to tile regular reports on

the status of the hedging program and the results of its hedging activities.

1 5 Q. HAS ORS CONDUCTED I HK COMMISSION RFQUIRFD

16 FXAMINA I ION OF THF COMPANY'S DKFFRRED ACCOUNT?

17 A. Yes. ORS has examined the activities included in deferred account ¹"=53.04.

1 ff In addition, ORS has examined the ( ompany's gas storage inventory accounts and

19 account ¹191.01, Deferred Account Hedging Program. for the period April "=009

through March 2010.

"=1 Q. PLFASF FXPLAIV AUDI I' I XHIBIT DFS-I AND WHAT IS REFLFCTKD

IN THAT EXHIBIT.
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Audit Exhibit DFS-1 presents, lor each month ol the period under

examination, the components which comprise the Company's over/under collection

in deferred account 42&3.04. I hese components are:

C'. omrnoditx 'I'rue-l. ,' — These amounts represent the dillerencc in the C'. ompany's

10

12

16

17

18

actual gas costs on a monthly basis as compared to the benchmark cost of gas

included in the Company's Gas Cost Recovery Mechanism ("GCRM") filings

during the period. 'I he Company's bcnchmrirk cost of gas at the beginning of the

period was $6.50. established as a result ol' the C'. ompanx filing C'JC".RW'1 6126,

effective the lirst billing cycle in February 2009. I'he C.'ompany's benchmark cost

of gas at the end of the period vvas $&.85, established as a result ol the C".ompany

filing C'ICRM r'/127, effective the first billing cycle in March 2010. For the months

ol' April through September 2009. on a Carolinas System basis, actual giis costs

were computed and compared to the benchmark cost and ant, difference w'is

allocated to South Carolina operations based on the current month's sales

percentage. Beginning October 1, 2009, in accordance ~vith Order 5!to. 2010-250

dated March 30. 2010. the Company began including unbilled volumes in its

commodity true-up calculations in order to achieve a better matchingr of gas cost

collections versus actual gas costs in the months they occur. South C".arolina's

portion of commodity true-up for the period decreased the under-collection by

20 $18,3~4,24&.

21 Demand 'I'rue-LI — These amounts represent the over or under-collection of

22

a2

demand charges incurred by the Company as compared to demand charges billed

and collected from customers. Beginning October l. 2009, in accordance with

THF. OFFICF. OF REOt! LATORY STAFF
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June 24 .(!10 I':&ee 5 i!f I I

Order No. 2010-250 dated March 30, 2010, thc Compan) bc«an including unbillcd

volumes in its demand true-up calculations in order io achieve a better matchini& of

g&as cost collections versus actual gas costs in the months they occur. I he desi&&n

day I'actor for demand allocation is 16.01%, eITective November l. 2008. duc to

North ('arolina Public Service Commission Docket No. Ct-9 Sub 550. dated

October 24. 2008. I he methodology used to calculate the design day factor for

demand allocation of 16.01% is in compliance vvith th» Public Service Commission

ol South Carolina Docket No. 2003-251-Ct. Order No. 2004-501. dated October 15.

9 2004. Demand true-up for the period decreased ihe under-collection by $586,596,

10 Ie otiated Losses — In competition xvith altcrnatc I'ucls. the Compan) s CiCRM

alloivs it to maintain its industrial load by selling g&as at less than the approved

tarifl, resultini& in margin losses. Nc&&otiated losses lor the period increased the

13 under-collection by $1,380.175.

Seconda IVlarket Sharin ~ — I 1lective with rates approved in Docket No. 2002-

63-G, Order No. 2002-761 dated November 1. 2002, the ("ompany non, credits 75%

ol thc mar&&in from oIT-system sales and capacity release transactions to dcfcrled

17 account .'253.04. The remaining 25'Y&& is retained by the company. 'I he same Order

also provided that capacity release credits and off-sx slem sales v ould be allocated

19 to South Carolina using thc salne design day rnethodolog&) approved tor fIxcd

20 demand costs. 'Shared mar&&ins and capacity release credits for thc period reduc "d

the under-collection by $5.014.711. Ii should be noted thai in compliance ivith

Order No. 95-1461 dated August 22. 19')5. issued in Docket No. 95-160-(i, the

Compan) is properly reporting capacit) release activity. I hese capacity rclcase
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1)neel I einnnn« iii I) mini I iulh& iii I)n hei N&i i)10-1-(, I'&eiln)&in( N;nur 1(h&u ('&imp;n». Ine

.I i.ni 2 I, 2() I (l Ihi e (i i)t 11

credits totiiling $3,l'&43. &81 iiri included in tlic total ol SS.014,711 lihte. l;iboie for

second'Il)' intilkct sh(tru1gu.

I%cather Vormalijati&)n — In coii)pfiai)««Lilith ()rder No. ')1-I()4') dated N01'»111b»r

7, I )')!. ii~ucd in Do«i it No. )1-71&-(i. thc C &)nlpiin) heg;in I'i.'«olding in deferred

iiccoiu11 h2n3. 04 A»(Lthcl nornl'1111". itlon el fee(ice fol Ih» A 011»l he(it n)ui season of

Nor«i'nhcl thi'OLigh %1(LI ch. I hi A'c'&ther not 0)'Iliz it ion udjuhtnlent I'& dehigncd

Incr«'I'&c OI' dier»i). '&c tfii niari in «oiliponi'n1 of thL' I"it(' hii!&C&1 on ii «oinpai'i. '&on of

;ictiial L(e;)ther condition~, ilurin&i the period, to n&)rmal x&, c;Lthcr conditi(intc

A''e(ither nolo);Iliz;Ition;Idju~tn1»uter tor the cx;Imiituition p»rioil d«cri", ihed the &in&I&.'r-

cof lection hx ";&.3).007, A3 'Ii;I result of' colder th;in normal L(cather foi thc t)0')-

0 10 hei)Inn' ueii'&On.

I,u~t and Lnaccountcd For "I.Af F" — Thin annu il fini loii;Ldj&i~tment rcf]ects;I

tl'LIL'-Lip ol c;ilcill;it»il L01iiccoiultcd f(11' and 'conlp;ii))' 0 ie f(i»is «h;itgid to th&.'

ctistotnels its con1piii'i(i Luith the iictual losses e&(peri»need during th» p»rind. 'I'hi
&

Lvus;In ILnnu Ll iidj(is(ment rc(fuired h) tfic C'omp, u)y'~ CiC'RISHI. 13»ginninii ()ct&&her

I, 00'), in ilccoldiinci 1~ith t)rder No. 010- &0 diitiif i%1 trch 30. 2010, tfic

con1piin1' inlp101«d ii ncaa' I„AI!I' n1ctho(101«)" c, Applcing dun nco' nicIhi)di)lour to

I'iedmont'h g;I~ CO~t il»lirred aCCOunt On 0 n10nthl) h;Ini~ re~((it~ in ii nlore (1«CLiliitL

I.AI!I;iilj«hutment, ind;Llano elimin;Ltcs thc neid for an;innii;11 LAt! I true-up hcciiu~c

thc (Iu;iniitie~ c;ilciil;ited in iti m&)nthl) rcporti rcf1»«t it~;Ict«;Il LAt! I expcri»11»c.

I h(' c;ilcLIliitiou of the 00 ) LAt:I' (id jtiitincnt reduced the under-«of lection h)

$31(&,t)71.

TH). ()I Ft( 1'. Ot' RL&(;1!LATr)l(%' 5'I'A I'1'
1401 %1;)in hireei, .'&uite ')00

('o I u m hi&i, !)( '
2 &) 2 0 1



l)lreet I eann1ony of Daniel I . Soll&ran l)oel et I&Io. 2010-0-CI I'iedrnont Natoral Gaa Conrpans, Ine

Iona 4. 010 Va«e 2 ol' l l

llncollectible C'as C.'ost Recovery — In Docket No. 2006-4-Cr, Order No. 2006-527

dated October 11, 2006, the Commission approved the Company's request to

remove uncollectible gas cost expense from its cost of service and authorized the

recoierv ot' these costs throuph the Company's g ls cost dct'errcd account ¹253.04.

I, nder this revised methodology, the commoditv cost ot gas portion ol uncollectible

accounts is novv a component of deferred account ¹253.04. The balance of the

uncollectible accounts expensed, including the company's margin, vvill be

recovered through their RSA filing. I he uncollectible gas cost adjustment

increased the under-collection during the period bv $589,718.

10 Su lier Refunds — The Company received supplier refunds totaling $502,482 for

the tvvclve months ended March 31, 2010. South Carolina's allocation of these

refunds results in a decrease to the under-collection of $77,455.

13 kledoin Activity 1'ransfer — In Docket No. 2006-4-(i& Order No. 2006-527 d,ltcd

16

17

18

October 11, 2006, the Commission authorized the Company to transfer the balance

of its cumulative hedging gains or losses to deferred account ¹253.04 on a monthl~

b;Isi», eftective November I, 006. I'ransfcr ot' the monthly hedging gains and

losses to deferred account ¹253.04 for the period April 2009 through IMarch 2010

resulted in an increase to the under-collection of $5,435,784.

19 Other Ad'ustments Other adjustments posted to deferred account ¹253.04

20 during the rei iexv period result in I decrease to the under-collection of $3, 180363,

21 The majority of this decrease i» due to the change in LA(, F methodology and the

inclusion of unbilled revenue as discussed in Company ivitness Robert I..

I'hornton's testimony on page 5.
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I)rrce I &i(; rr&ri& nr I);rr&rcr I Snrrr&;nr f),&«he( Nr& 'rr I(r- I-(I I'rc&(mr&n: srrtrrrr( (&!c( nrrmnn& inc

.Irrnc 20 2&ii(r I "r,«&(,&l I I

Accrued Interest — In l)&&elect No. 2000--1-(i, Order iNo, 006-i27 the ('ommiiiion

&irclerecl th;11. el fec1iie (No(ember I, 200(), the interest r;ite Iipplic;iblc to biilances in

I'icclnlont s &IL'c'olriit ""s.).04 be frsecl;rt 7.00'!1» I he ('onlpirrl)' uiccl the

(:ommisiion &&i'dcrcd r',rtc oi 7.00'!'ri in c;ilcuhitinc& liccruccl interei( on deferred

accoiirii r &.'&. 04 I'n&rii April throu'&h A»L&ust 200'), ;in(i thc result is an increase in

the uircler-collection ol $71)d,-l71. I:fice(ivc September 1. 200'). ('ommission ()rdcr

No. 009-s7') rl;itcd Au»lis( I '). 009 ordered the interest r;ite t&i clilcul'itc unde'I-

in(i oier-collecti(in bril;incci to be the r;itc of interest;ii of the first da&, i)f each

in»0th fol 10-)c;ir 0!nitccl . 11(ites (ioi crnmcnt '1 relisur) Hills, pIus an;ill-ill alii'el(l

10 ol' ()s b;iiis pointi (.()n percent;ir&e points). It;ilso ordered th;it inicrcii n&it be

ll riccriied &&n under- iiiid over-collection bc&i;inccs i«hich cscecd I&20 million i» the

dclerrcd Iiccount. 1 he result ii .m iflcl( &is&.
' Io the' ilriclcr-collection of,'}i.&77.1.i(i t(&r

13 the months ol'September 200') throu&&h March 2010. Tot;il accrue(I h)(crest l()1 the

period April 200') throne&h March 2010 resulted in;iri incre;iic to (hc ur)der-

ln collection of S I, I 4 1.(&27.

I ( I). )&» HA I' l.'& IIV('l. I) I)l:I) IN AI! I)I I' I:XHIHIT DFS-2, Sl OIZA('I;

17 IN%&I:V W)RY A('TI'h'I'I'7?

I )( A. I)urrn'a the P(&& &, thc ( &)rr)p;rrr& provrcfc(I Olk. & x«1th cletiillcd I»%'crit»I)'

c;ilculationi &)I' its iinclcrc&n)urrcl;&rid li(fuelled ri;lturlil &"is (LU(i) it»ra»e fircilitici.

20 ()Ii!s accuirrulritcd tire &ririous inicntor) lcxcli b) st&&rar&c loc;ition in tot;il, rind

Irlclliclci Ir sir&»ill&it)' (&I ther» »1 Alicllt Exhllilt Dl )-2& foi' ( onirliiislon

con sr(le rat ro It.

TI IF. OFFICF, OF RF('I!I.A I OR%' .'&'I AI'I
I40I M;&iu Rrrccr, s&ui&«900

(:&&tu&ur&i», &&(: 2'1201



Btrc t Tcatut«&n& of Daniel F Sulltc;tn Bocl' t Xo 2010-1-(I Ptcdmont Vatural (la« ComPan&, Inc

.Iunc 24, 2010 Page 9 of 11

The C'ompany has contracted v ith siv underground storage facilities. Four

of these I'acilitics are on the Transco Si:stem, including C31:neral Storage Service and

]2

13

17

20

(ieneral Storage Service — Dominion located in Pennsyliania, &Vashington Storage

Service located in Louisiana, and Eminence StorageService located in 1&,Iississippi.

'I he fifth;ind sivth underground stora&re facilities are on the Columbia Gas

'Iransmission System. 'Ihe first is Firm Storaye Service. ivhich is ovned by

C'oluinbia ()as 'I'ransmission C'orporation &ind operated by C"olumbia Cias Storage,

ivith facilities in Pennsi'li:ania, Virginia, and 6'est Viryinia. The second is Hardy

Storage Compani:, located in AVest Virginia, ivhich is jointly oivned by Coluinbia

Cias I ransmission C:orporation and Piedmont. Audit Exhibit DFS-2, "Total

I underground" section, details the inventory activities of' these underground

facilities in total. 'I'he inve»tori located in the siv underground f'acilities at thc

beyinniny of the revieiv period totaled 8,076,680 dekatherms at a total cost of

866.689,658 or a iiei&rhted ai&erage cost of $8.2571 per dekatherm. The net

inventory decreased during the period resulting in an endin&r inientory balance for

the underground facilities ol'7. 837, 174 dekatherms at a total cost ot'Sn44, 701,620 or

a iveiyhted average cost per dekatherm ot $5.7038. During& its cvamination, (IRS

obtained ierification from the storage taciliti operators of the iolumesstored in

each of'these facilities at the close of'the revieiv period.

Audit Evhibit DFS-2 also contains a section called "Total LNG" ivhich is a

suminary ot the various I,NG i»ientories maintained by the C:ompany, including

Pine Needle. Pine Needle is an I.NC& faciliti located in Ciuilford C'ountv. North

C'arolina and is jointli oiined bi Piedmont, Ttansco and sei eral other utilities

THE; OFFICE OF RFC L&LATORY STAFF
1401 Main Street, Suite 900

Columbia, SC 29201



Iliiiit I eit»»/i»i »I'l)»iiiet I' 'i»'tii;iii It»il, et S(i 2(/l&l-I-(i I'le Jiti/i(it 5;it(l»lt (»1& (. i/It(it'111. Ilt"

.I»»e? I 2010 I'i(ge I tl iir I I

;lad/oi' ttl&, 'cstors. Itlecntor~' ls;tls(t stored 'lt tltc I &)tttpatt( s I.N(i I'tell&iles loci&ted

ncltr C'harlott&. '. North F'antlina;ind at hNti-NC'NCi l&tc;iic&l;ii l &iur t),tks, &North

t'anllina. I'icdnl&)ili s records indicated I,NCi itic cttt(try loc;tte(l irt these I;icilitics;it

thc bc inning &tf thc period totaled 1,58tk031 dck;itherms;it;i t(lt;tl cost ol

$13.F)-l-l. 840. or;I (w:ightcd;teer;I& (. c()st &tf $8.6388 per dcl;ithelln. I bc tlet

tt inucntor)' illct'('&ised during th» period resulting itl tul ctldini I.N(i inventor) bal;tncc

7 tor these ihl'cc tilclllttcs of .3i) &, 537 dcktttltertns iti it l()it&i c(tst ol 5!4,737,423 or;1

xxci 'htcd a&, ct';igc cost per dek;tihcnlt (ll '$i». 38 l l. l)uring its cs;lnlinlltion, ()I&.s

ccl'tiled ltliecltotls littd (etlhdrit&& ala io ihc (i&ill&' storltgc ilcitx'ttv %'i'orkshccts iot ctich

ficilit);tn&l the calcultttion (ll endinii inccttton b;ilanccs.

I I I). I&i'lI, && T lh I!V'C'Li.!Dl'.'D ON AI!DIT I&.XIIIBlT l)FS-3, III.'ik

11ANA('I;M I:Vl -111/:D('I!V(' I'l4()('RA%1'".

13 .&&. , Xttdit J.xhihit L)1)-3 dct;iils the results of thc F'»tttp;ttt)'s ltcdiiingi pro it;tm

tot ihc pcl'lod. ()rdet No. 00 —~ 23 elate(l 4'larch 6, 2()()2 ttppr(teed the C ottlpat1v s

capel lnlellitll n,'iilll'&ll g&ls hedglnig prot'r(tnl,

Ib hl l)ockci N(t. 006-4-(i, Order No, 2i)0FI-2 7, the I!(Inlnltsstotl;I&lib(tl ized

tile C'otttp'tnt, effective Noccmbcr l. 20(!F), io tr;tnslcr the b;&i(nice (tf its cutnulatil'c

18 hed in;tins or losses t() account /l2S .04 on;i m(tnthl)' blisis. l&1ontltl'j tlcl

hed ing i ains or i&&sacs betore interest i&ere tr tnslerrcd to deferred accoitnt ="283 (IA

20 and include(l as ptlrt of thc interest c;tlc&thttio» on deferred account ="283.0-I. I &tt;11

21 h(.'d /in(i acti@it!, I'or thc re& ic(& peri(td resulted i»;m incre;ise in thc under-collccl t()tl

2 llccouni 0 I' 5'(,43 &,784.
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l).iiet Ie'tntt i:« I It;ttt. el I Snllii, ti l)i iieet Xi 'iilit-)-t,

0 I 'iil't

I'te. ttttnn: Xutttrut ti, . I 'i ntn tn . . Ini

I'.«e I I et I I

AS lndlcttleel tilt Alttllt Lklnhl 1 Df'. i-S. tltc cunlltla1lt e li inn;ll the i.ntl ol 1 he

perioil I'ctr the heiliiinii prouirlttm ih $".i7. 1 7&.n'5.

tlat'H:AT ARI. ORV'8 I'INI)IN(;8 RE(;ARDIN(; PIEDMONT'5 DEFERRED

A('('O I I
V'I ))253.1)4'!

1).thcd on itur esllntinatlort. it ih the tlplntctlt ot ()RS lhlll Accitllnt r 9't. ()4

;tccur;ttel) stated ltnd th;tt the halance nt'5 .&t)E&.7E&6 t';tirl) rcprehcntu the ('ttmpltn) 'h
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